M NUTES

MONTANA HOUSE OF REPRESENTATI VES
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON TAXATI ON

Call to Order: By CHAIR BOB STORY, on July 30, 2002 at 8:30
A M, in Room 137 Capitol.

ROLL CALL

Menbers Present:
Rep. Bob Story, Chair (R)
Rep. Ron Erickson, Vice Chair (D)
Rep. Joan Andersen (R
Rep. Keith Bales (R
Rep. Joe Bal yeat (R
Rep. Eileen J. Carney (D)
Rep. Larry Cyr (D)
Rep. Rick Dale (R
Rep. Ronald Devlin (R
Rep. John Esp (R
Rep. Gary Forrester (D)
Rep. Dani el Fuchs (R)
Rep. Verdell Jackson (R
Rep. Jesse Lasl ovich (D)
Rep. Trudi Schm dt (D)
Rep. Butch Waddill (R)
Rep. Karl Wiitschies (R
Rep. David E. Wanzenried (D)

Menbers Excused: Rep. Roger Sonerville, Vice Chair (R
Rep. Gary Branae (D)

Menmbers Absent: None.

Staff Present: Jeff Martin, Legislative Branch
Pam Schi ndl er, Commttee Secretary

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:

Hearing(s) & Date(s) Posted: HIR 1, 7/23/2002
Executive Action: HIR 1, Do Pass As Anended
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Chai rman Story mekes brief remarks regardi ng absent
Representatives. The process this norning will be informational
then have a Joint Meeting with the Senate and House regarding
econoni sts reports. Reconvene with public comment before
Executive Action on HHR 1. Also informed commttee nenbers they
will hear HB 11, HB124 on 8/5/02. Rep. Story continued informng
the commttee that the issue of proxys and their use or not use
during this commttee's session.

Rep. Erickson comrented on the interimRevenue and Transportation
Comm ttees regardi ng proxys. The Senate has a different rule as
to proxys than the house does. |If a brand new issue and not
heard any of the testinony; he feels strongly that we not use

pr oxys.

Rep. Bal es conmented that if soneone is here and has to | eave for
a short tinme but has been here for the majority of the hearing,
could that person | eave a proxy? Rep. Bales feels they should be
able to | eave that proxy.

Chairman Story: states that he doesn't feel this will be a big

i ssue. Rep. Erickson feels it will be a setting a precedent for
nmeetings afterwards. Chairman Story if no objection; people who
are absent will not have Proxys and people who | eave can have

t hem

{Tape : 1; Side : A, Approx. Time Counter : 0 - 163}

HEARI NG ON HIR 1

Taxation Commttee reconvenes at 11:39 a.m sane day
Chairman Story calls neeting back to order

Questions from Conmi ttee Menbers and Responses:

Rep. Jackson to Dr. Pol zin: Please give any perspective gl eaned
fromthe drought. Dr. Polzin replies, short answer is no.
Nunbers are not in.

Rep. Erickson to Dr. Polzin: Any updates on inflation? Dr.

Pol zin replies inflation is about 1.5%or 1.4% WII| get
information to Jeff Martin, the staffer. Rep. Erickson also

i nquires whether Dr. Polzin will be back in Novenber. Dr. Polzin
replies, yes.

Rep. Waitsches to Dr. Polzin: Farnms in corporate incone figures
or farmng inconmes? Dr. Polzin: Farmlabor incone and net farm

i ncone. US Bureau of Econom c Anal ysis provides figures also.
Rep. Waitsches to Dr. Pol zin: Wien | ooking at our incone tax
statenent and you include farminconme; which would the
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corporations go in farmor corporations? Revenue estimate Dr.
Pol zin, Frankly | don't know.

{Tape : 1; Side : A, Approx. Tinme Counter : 163 - 232}

Rep. Devlin to Dr. Polzin-growth related to next year. Do you
remenber your projection. Dr. Polzin: yes, showed 1.2%inflation
rate with 1.5%inflation rate & draw up to 3% i ncrease.

Chairman Story asks for any public coment before the break for
l unch and reconvening with HIR 1.

{Tape : 1; Side : A, Approx. Tinme Counter : 232 - 276}
Chairman Story calls to order commttee nenbers.

Rep. Devlin introduces HIR 1. The nunber sthat are contained in
HIR 1 were generated by the LFD. Mwve Do Pass-HIR 1

| ndi vi dual | ncone Tax

Terry Johnson-Legi sl ative Fiscal Division -looked at year to date
collection re: inconme tax (individual). Wthhol ding collections
increased by 3% Do not have the 2001 data until Novenber,
assumed wi t hhol di ngs woul d grow. wages and sal ari es represent
65%f tax. 2% growth factor overall.

Judy Paynter-State of Mntana Departnent of Revenue -3$5.8M above
the LFD and the Executive Branch's nunbers. Explains the
difference fromLFD due to accounting nethods. Fiscal 2002-
revenue $517M add back 1 tinme refund accrual of $3.4Mto create
an ongoi ng rev. base $521M apply 2% growth factor to conme up with
2003 $531M

{Tape : 1; Side : A, Approx. Tinme Counter : 276 - 496}
{Tape : 1; Side : B; Approx. Tinme Counter : 0}

Next page- accrual procedure for 2001- $62M or net difference

bet ween the accrual and change your revenue by the net

difference. Since a refund accrual is |like a payable; it reduces
your revenue. Negative $3.4M had incone tax of $521M t hen nmade
accounting adjustnment at end of year. You owe $3.4M back. Take
out of rev. getting down to $517.6Mthat is recorded in the state
account system Refunds accrued in 2002 $52.2M FY 2003
assunption is that refunds accrued $52. 2M nmaki ng di fference 0.
Revenue of $531.4M 2003- |less than $62.2M (M. Paynter then
expl ai ns nunber of scenarios that she devel oped) Sone noney
collected in January to June is an overpaynent by taxpayers. Does
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not belong to the state. Therefore the accrual at the end of
June. W thhol ding and Accel erated Wthhol di ngs grows by 1.9%
from 2002- 2003. Estinated paynents are decreased by 5.08% from
2002- 2003.

Taxpayers then reduce their estinmated paynents due to their
previ ous refunds.

{Tape : 1; Side : B; Approx. Tinme Counter : 11 - 182}

Rep. Balyeat to Ms. Paynter: Wiy does LFD conme up with different
nunber? $3M di fference. Ms. Paynter-that's just taking the 3.38M
2002 times by 1.02% Rep. Balyeat to Ms. Paynter -the LFD does
not accrue these refunds? Ms. Paynter -LFD did not take in
account the ongoing effect of the accrual we have in 2003.

Rep. Story to M. Johnson -LFD: re: refunds increase next year
and did not accrue and reduce the refund. M. Johnson does not
subscribe to this accrual. Gowh rate is a critical assunption
There are a nunber of different accruals.

Rep. Devlin to M. Johnson - Way are Dept. of Revenue's nunbers
different? Different Gowh Rate?

Rep. Devlin that he prefers to go wth the Executive Branch's
nunber .

Rep. Devlin: Mtion that HIRL be anended |ine 2 page 4 insert
$531. 370M esti mat e of individual incone tax.

Di scussi on:

Rep. Erickson-Did we hear different presentations? How did you
get those figures? Rep. Devlin to Dr. Polzin is nore optimstic
than M. Stack. Gowh rate 2 yrs ago was 4% Canme down in 2002.
Gowh rate then to 1.9% LFD and Executive Branch agreed on

1. 9% woul d be noder at e.

Rep. Forrester to Rep. Devlin: Explain your optimsm spoke of
losing his herd, etc. Rep. Devlin-Mntana pattern differs from
rest of US. Re: farmeconony is when there is a reduction in
cattle herds due to sell-offs there is an increase state
revenues. He has spoken with various businessnmen, accountants and
there are reporting that their business was nornmal to increasing.
Traffic was down but shoppers are nore serious for |large ticket
itens; farm machinery and autonobiles. UPS only decrease but is
improving to normal. Rep. Forrester to Rep. Devlin why cone to
commttee with those nunbers included when drafted. Rep. Devlin-
requested with nunbers fromLFD. Rep. Devlin-Did you realize
there would be this nuch difference? Rep. Devlin-Yes, he
responded. It is up to the commttee to change.
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Rep. Bal es-nade statenent to conmittee regardi ng non-farmincone
VS. corporate inconme. Extrene drought is only in southeastern
part of state. Possibly farm ng aspect may do better. Livestock
may not do well due to grain prices.

{Tape : 1; Side : B; Approx. Tinme Counter : 448 - 503}
{Tape : 2; Side : A, Approx. Tinme Counter : 0}

Rep. Bal yeat for benefit of commttee-I do not share the
optimsm I'minclined to accept the executive branch's nunbers.
Look at the nmethods to estimate inconme tax revenue by LFD and the
executive based on 2001 incone tax collections. Very down year.
2001 pretty pessimstic year, stock market dropped. Based on
2001 income tax collections, a pretty pessimstic estinmate.
Accrual adjustnent is just a timng difference. They eventually
even out. Timng without distinction. Only $1M difference over
all; timng difference, let's just accept one or the other but be
consi stent.

Rep. Wanzenreid to M. Alnme -can carrying forward | osses into the
future tax years; re taxpayers? M. Al ne stated yes. Rep
Wanzenreid to M. Alme what effect? M. Alne that is one of the
causes. Rep. Wanzenreid to M. Alne -can't they then carry
forward | osses. M. Alne -yes. Rep. Wanzenreid to M. Al ne -

i dea do people "max" out. M. Alnme , we don't know at this point
until we get the "tape". Rep. Wanzenreid to M. Al ne -when w ||
you know? M. Alne -generally by the |Ist of Novenber. Rep
Wanzenreid to M. Alme -Refunds accrued for 2002 is that an
actual nunmber? M. A nme -yes.

Rep. Bal yeat point of clarification-capital |osses are deducted
to the extent they offset gains to $3,000. The carryover anmount
is only after you offset your capital gains. W wll have a

bi gger problemin the next tax year than previously.

Rep. Story to Rep. Bal yeat-probable that an accountant woul d
reduce client's wi thhol ding accordingly. Rep. Bal yeat-account ant
woul d make estimated tax paynents.

Rep. Erickson comrents only tal king about capital |oss carry-
overs, that's true. Stock has gone down nore this year. New
people will be getting in. Rep. Wanzenrei d-we have not
identified what has happened this year re: additional |osses.

LFD is right.

Rep. Waitsches to Rep. Devlin-W're tal king about 2 different

t hi ngs. Why changi ng? Accrual nethod or the econony change? Rep.
Devlin- asked to change because of the accrual nethod. DOR is
nore correct. DOR/LFD used sanme growth nunber

Rep. Erickson to Ms. Paynter -Lots of accruals; why use this one?
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Ms. Paynter -real change; did not match their estinated paynents.
A lot of accruals, nost accrual do not nake a difference at the
end of the year,

Vote: Mbotion AVMENDVENT LINE 2 PACGE 4: CHANGE NUVMBER TO $531. 370M
carried 10-8 with Carney, Cyr, Erickson, Forrester, Lasl ovich,
Schm dt, Waddill, and Wanzenried voting no. Branae and Sonerville
absent

{Tape : 2; Side : A, Approx. Time Counter : 0 - 222}

Cor porate License Tax:

Terry Johnson-Dept. of Revenue -1nstead of using nunber the nodel
predicts, we use the actual growth rate that the nodel predicts.
Adj ustnents to the 2002 nunber to get a good base to apply that
growh rate to. FY 200 actual collections we received.
Adjustrments $7M worth of one tinmes events /revenues collected in
2002 that we have to renove. Audit collections renoved. Federa
Econom ¢ Stinmul us package and we renove the effects of that from
t he 2002 base.

Rep. Story to M. Johnson -Base rate plus Stinmulus package? M.
Johnson basically we add the Stinulus package back in.

Dan Dodds- Dept. of Revenue -expl ains page 4-chart use to explain
how they did their corporate tax estimte. 2002-%$68.173M act ual
corporate tax nunber. $63.095M our nunber, reduction in
corporate license tax. Nunber of adjustnments nade: take out audit
revenue, one tinme events, adjusted for change in the structure of
MPC. Model based on adjusted collections fromcorporate profits.
Taken $5M away from accel erated depreciation in new tax |aw.
Taken $2M for one tine events for the risks of one or nore co's.
not comng in with a paynment for the next year. Recession
effects the business. Page 5-Corporate Tax/ Audit Collections;
addi ng back in $4.5M 2002-col |l ected nore. Adjustnents down from
the forecast. Cautious forecast of $63M

Rep. Carney to Johnson: page 13-LFT bottom $82.854? your figure?
or LFD figures? Rep. Story-this conmttee came up with it. Rep
Jackson to Johnson -explain $2Mrisk, are you predicting one co.
m ght go "belly-up? M. Johnson -we are not making a specific
prediction there. There is a risk that sone co's. paying tax,
may have | ower paynents or not one at all.

{Tape : 2; Side : A, Approx. Time Counter : 222 - 492}
{Tape : 2; Side : B; Approx. Time Counter : 09}
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Rep. Bales to Dodds - explain the difference between forecasting
nodel s of LFD and DOR. M. Dodds -Wharton Econom cs using growh
trend over tinme. National corporate profits. M. Johnson -
nodel s are basically identical. Nunmber of factors that can
change the outcone. Exanple: one can choose to include nore

hi storical years. Al so when 2 respective offices |ooks at actual
coll ections, nunber of events in collections and adjustnents
coul d influence the outcone.

Rep. Erickson to Johnson -DOR $5M subtracted this nunber, did
you? M. Johnson -yes we did. Rep. Erickson to Johnson -how
arrived at? How close? $5M depreciation that 9/11 caused. M.
Paynt er -Looked at conpani es who reported depreciation schedul es
(not require by state) took out the history of MPC. The | ooked
at howit would work after. Sent to LFD and worked toget her.
Rep. Erickson to Ms. Paynter -Federal |egislation canme through

it was necessary for this econom c boost. Conpany's would be
buyi ng nore equipnment. | didn't hear you tal k about that, why?
Ms. Paynter -we did not put in one in there. Conpanies would not
change. Rep. Erickson to Ms. Paynter -$4.5M corporate tax audit
coll ections assunption. How many fol ks are on audit vs. last yr.
vs. before. Ms. Paynter does not know, will provide information.

EXECUTI VE ACTI ON ON AMENDMENT- PAGE 4 LINE 4 $63. 095M

Vote: Motion AMEND PACGE 4 LINE 4 CHANGE NUMBER TO $63. 095M
carried 10-8 with Carney, Cyr, Erickson, Forrester, Lasl ovich,
Schm dt, Waddill, and Waitschies voting no. Branae and Sonerville
absent

Common School Interest and | ncone

Terry Johnson -Revenues generated off of state |ands ten deals

wi th funding for public schools. M. Dodds - FY 2000 Trust
Account invested by Board of Investnents. Trust Fund history-not
much change. Retirenment Trust did not have as good a return; wll
fall. No change in revenue source. Rep. Forrester to M. Dodds-
what about pending lawsuit with SB 495? When will be heard? Any
inpact? M. Dodds - do not know when will be heard. Difficult to
predict. SB495 many provisions init. Involves a loan fromthe
coal trust to the school trust that will be repaid with the

m neral royalties fromstate | ands. Rep. Forrester-SB495 all ows
$10Minto the base. Decreases $94. 7M over 30 years out of school
trust fund. If lawsuit successful, will that noney have to cone
out of the base? M. Standard-(LFD) $10M added to spendi ng, $5M
went to base aide, $5Minto flex fund. Legislature would have to
change base aid. Rep. Forrester to M. Standard -if in base;
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budget shortfall? M. Standard -yes, another $10M shortfall. Rep.
Story to M. Johnson -conponents to this category. $46M trust.
M. Johnson-no one particul ar conponent. $1.4M i nterest
earnings. Rep. Story to M. Johnson -how nuch is that? M.
Johnson -$3. 3-3.4Minvestnment earnings. Royalty paynents paying
back $3.4Mto the general fund. Rep. Story-it wouldn't be al
going to the schools, it would go proportionately. M. Johnson -
yes, royalty paynments going into the trust would cease. The trust
woul d start to grow agai n.

Vote: Mbotion AVENDMVENT; LINE 6 PAGE 4 CHANGE NUMBER TO $48. 801M
carried 11-7 wwth Carney, Cyr, Erickson, Forrester, Laslovich,
Schm dt, and Wanzenried voting no. Branae and Sonervill e absent
{Tape : 2; Side : B; Approx. Time Counter : 9 - 405}

| nsur ance Tax

Dan Dodds- Dept. of Revenue -lnsurance prem uns are set by the
ins. co's. based on the risks they expect to face and their
returns on their investnents. 1Ins,. co's hold reserves to cover
potential paynments to their policy holders. Wen they earn a

hi gher return on their reserves, they are able to hold prem uns
down and we collect Iess premumtaxes. Wen it falls as it did
| ast year; ins. co's raise their premuns, and we see a
substantial increase on their taxes. Actual collections in 2002

increased. Fall in the National level. Projecting a slight
rebound; insurance co's. are going to be earning a higher
return, therefore will charge insured | esson prem uns, and state
will see a |lower tax revenue.

Terry Johnson-LFD -col l ected $47.3Min 2002. Nunber of conpanies
able to hold rates down due to what was going on in equities
mar kets. O her factor-bright spots-housing nmarket.

{Tape : 2; Side : B; Approx. Time Counter : 405 - 512}
{Tape : 3; Side : A, Approx. Tinme Counter : 0}

Pretty nmuch insurance prem umtaxes would grow in range of 4.5%
that year. 4% growmh rate then appli ed.

Rep. Jackson to M. Johnson -growh rate? M. Johnson -4%

Rep. Schmdt to M. Johnson -clarification-4%is pretty accurate.
M. Johnson -yes.

Vote: Mdtion AMENDVENT-LINE 7 PAGE 4- CHANGE NUMBER TO $47. 793M
carried 11-7 with Carney, Cyr, Erickson, Forrester, Laslovich,
Schm dt, and WAnzenried voting no. Branae and Sonervill e absent
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Est at e Taxes

Kat hy Duncan- LFD- Revenue was way down in 2002. W expect the

sanme in 2003. Adjustments will be nunerous. W got this nunber
from base estinmate, nade adjustnents and then reduced by federal
estate tax. By 2002 projections; were still not comng in

properly. Likely result was weakeni ng econony, dropping capital
mar kets. Applied to 2003 nunbers.

Dan Dodds- DOR -changes to inheritance tax. Recession, general
decline in asset values, inheritance tax no | onger applies, only
to deat hs before 2000, state tax based on credit against the
federal estate tax. It takes tinme for people to pay estate tax.
Time between filing and paying. Tinme of death to paying tax-6
months, 7% returns filed. Declines steadily, even after 48
months. No returns filed before 3rd nonth after death, a few by 8
nmont hs, a peak at 9 nonths, another peak at 18 npbs. |Inheritance
taxes tend to conme in earlier in let nonths, then nore Estate
taxes cone in. Estates valued at the tinme of death, wll not see
recession in effect now It will effect Estate taxes in 2001 and
2002. Percentage of taxes of old [ aw vs. new | aw. Feder al
credit being done away with over several years. 2002-57%
col l ected. 2003-38% col |l ected. Revised estimate of how fast
Estate tax is phased-out. Slightly less loss in 2003. Changes
from 2000 forecast will be spread over years. Rep. Story to M.
Dodds -there is a $3M adj ustment from 2002 estimate was $17M so
actually we were $4M short. M. Dodds -we did not hit the 2002
actuals. Rep. Story to M. Dodds -you were a little high there,
are you still alittle high? M. Dodd -1lower than expected now
when 12 nonths total will be high in 2003.

Di scussi on:

Rep. Forrester-why in the past have we al ways gone with the LFD
are we going to go the whole way with the executive budget? Rep.
Devlin-this is not the plan to accept whole revisions. Rep.

Eri ckson-maybe Rep. Devlin could nake all the amendnents now,
this has been a farce, we can get out of here early. First clue
was when this commttee net this week when appropriations net

| ast week. 2nd clue as chair person on interimconmttee on
revenue-1 was told to put HIR for consideration.

Vote: Mbotion AMENDMVENT-LINE 15, PACGE 4 CHANGE NUMBER TO $9. 299M
carried 10-8 with Carney, Cyr, Erickson, Forrester, Lasl ovich,
Schm dt, Waddill, and Wanzenried voting no. Branae and Sonerville
absent.

{Tape : 3;: Side : A Approx. Tine Counter : 218 - 441}
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Rep. Story conments about HIR 1. Did not think we had to nake the
deci sion regarding neeting. W are not going to accept all the
executive nunbers, then use LFD nunbers after that. Next Forest
Fire rei mbursenents

{Tape : 3; Side : A, Approx. Time Counter : 441 - 502}
{Tape : 3; Side : B; Approx. Tine Counter : 0}

Fighting WId Fires

Roger Ll oyd-LFD -reinbursenent for fighting wild fires that are
not under the jurisdiction of state. LFd $1.9Mincluded in other
revenue. Looked at 5 yr. history-$7.3Myearly, we should get back
$1.9M If take LFD nunbers add in $364K

Chuck Swysgood-Director of Budgets -Do not appropriate noney for
fire costs. Could be handled through regul ar session. Rep.
Wanzenreid to M. Swysgood -no expenditures for fire? M.
Swysgood, has 2002 fires, not 2003. Rep. Wanzenreid to M.
Swysgood-we do not need to have revenue reflected in this
resolution either? M. Swsygood -we do not cal cul ate the cost of
fires. Rep. Wanzenreid to M. Swysgood -should we omt the $1.9M
appropriated? M. Swysgood -we do not include noney fromthe
federal govt.

Di scussi on:

Rep. Wiitsches, where did the $21.558M cone fron? Jeff Martin -
conpari son sheets fromDOR to LFD, it doesn't include the $1.9M
fromthe bottom Rep. Balyeat to Rep. Devlin subtract $1.9M from
the $21. 558M? Rep. Devlin-DOR passed out this sheet of paper.
Look under other revenue, they have a figure $19.658M that's
the LFD nunber. It does not include forest fire reinbursenent of
$1.9M in revenue estimate, it does include of $21.558M whi ch
includes that $1.9M If we take the office of budget and

pl anni ng, of not recording the income because we're not recording
t he expense. Jeff Martin attenpts to explain. Rep. Story-why
$300K difference? M. Alnme -l1ook on sumary sheet-still left
with a $300K difference.

Rep. Story-Di scussion-expl ai ns anmount - backi ng out the $1.9M DOR
has $700K di fference, back out the $1.9M still have $700K, stil
have $300K (LFD),still the $300K- 2 subtractions and 1 addition
and that's the difference

Vote: Motion AVENDMENT-LINE 10, ALL OTHER REVENUE- CHANGE NUVBER
TO $20. 358 carried 11-7 with Bal yeat, Carney, Cyr, Erickson,
Forrester, Schm dt, and Wanzenried voting no. Branae and
Sonervill e absent.
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{Tape : 3; Side : B; Approx. Time Counter : 0 - 185}

I nstitutional Rei nbursement

Terry Johnson-LFD -difference of $3.7M due to $2. 9M anti ci pat ed
revenue from Mont ana Devel opnent Center.

Loi s Stei nbeck-page 1-additional revenue conmes from being able to
bill Medicaid when clients are no |l onger neets state's criteria.
2002; DPHHS not billing Medicaid for all the eligible services
they could. Dept. expects 1 st paynent in August of about $700K.
Suppl enent al Appropriation-$3. 9M general fund. Require the
Executive Branch to appropriate plan mtigate projected over
expenditures for an agency to live within their plans. Letter to
Governor Martz that the supplenental plan and mtigation did not
neet with the statutory test. LFD has projected $3.9Mto go into
t he General Fund.

Kurt Nichol s-Budget O fice -Have not included revenue fromthe
clients fromthe Devel opnment Center. Nor the cost.

EXHI BI T(t ah-
4b01)

| f revenues do not materialize as we've only billed for part of
it.

Rep. Erickson to M. N chols -Budget office has the authority to
recei ve these funds and apply those funds to offset costs in the
programright now? M. Nichols -if those funds are received. Rep
Wanzenreid to M. Nichols -Reduce expenditures? M. N chols -
readi ng proposed plan and there's a di sagreenent about that plan?
Rep. Wanzenreid to Ms. Steinbeck -status of the noney? M.

St ei nbeck -noney is deposited in the general fund. Update your
revenues for this particul ar source.

Rep. Erickson- Ms. Steinbeck-still trying to figure out nunbers
given to us. Exec. nunber-line 16, and then |line 18 in HIR 1.
Why $2. 9M? Ms. Steinbeck -go to the front page of nenb. W' ve

al ready coll ected revenue from 2002. Rep. Devlin to M. Dodds -
Forest fire reinbursenents are offset; how much is reduction? M.
Dodds-1ine 16; $2.9Mtaken away you will get the $15.706M if you
| ook at just what is in line 16-LFD nunber with the $2.9M backed
out. $774K in other differences. M. Cayton Schenk -page 6 LFD
report; figure 4 shows the differences, page 10 does not break

t hese nunbers out. Rep. Erickson to M. Nichols -$1.4M has been
billed? WIl we get? M. N chols -yes.

Rep. Story to M. N chols -Statute says you cannot use it for
mtigation? M. N chols -he is here to speak revenue issues.
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Rep. Schmdt to Ms. Steinbeck -would Ms. Steinbeck know answer ?
Ms. Steinbeck -DOR has answer.

Rep. Jackson to Ms. Steinbeck -Was there an error made in not
collecting the noney prior to 2 years ago? M. Steinbeck -$1.4M
coll ected in 2000-2003. The additional above the $1.4Mis
represents from 1996-2000. Wen billing for retroactive
services; certain criteria nust be nmet. Those conditions have
been net and subm tted.

Rep. Story to Ms. Steinbeck -the $1.4Mthey are reviewing are
from what years? Ms. Steinbeck -2000-2002. An additional $1.4M
from1995-1999. Rep. Story to Ms. Steinbeck -what are the
prospects of receiving this noney? M. Steinbeck -they are good
if state has maintained their files and are in order. Sone

cl ai m8 have been rejected. Rep. Story to Ms. Steinbeck -then the
$1.4M has not been rejected? M. Steinbeck -they are being
processed and being submtted. W' ve already coll ected noney
from 2002. Money goes into General Fund. Rep. Story to M.

Ni chols -you're not counting this on the expense side? M.

Ni chols -no, we're not counting the suppl enental appropriations
nor the revenue. Part of the mtigation plan. Rep. Story to M.
Ni chol s -how does this revenue relate to that? Ending fund

bal ance. M. N chols, should the revenue be received it would go
into the General fund bal ance, ending bal ance.

Rep. Forrester to M. Schenk -transfer of noney; who make | egal
determ nati on whether that is an appropriate use of the noney?
M. Schenk -statute for transferring supplenental request. Valid
collectible to General Fund.

Rep. Story to M. Johnson -$1.4M concerned about the state
producing the old records from 1996-1999. If we disregard that
money and with the other differences, what is the nunber? M.

Johnson -; if $1.4Mis questionable fromthe back years, figure 6
line 17 would be the nunber. Rep. Story to M. Johnson -you
still have a difference of $700K. M. Johnson -yes, underlying

base estimate. Rep. Story to M. Johnson -why are your nunbers
different? Were's that $700K? M. Johnson -changes in
institution popul ations, noving clients fromvarious institutions
to meet popul ation increases and decrease.

Rep. Forrester-$1.4Mwhen | sat on the Legislative Finance

Comm ttee; they said they could collect this amount. DOR stated
this. Rep. Story is saying maybe, not DOR

Vote: Motion AVENDVENT: LINE 18, CHANGE NUMBER TO $16. 332M
carried 11-7 with Carney, Cyr, Erickson, Forrester, Lasl ovich,
Schm dt, and Wanzenried voting no. Branae and Sonerville absent.
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Gl and Gas

Ji m Shundert - LFD page 8 difference $1.23M Very conplicated tax.
Basic difference is estimates in oil prices. $1 difference.
Executive prices being $20., LFD being al nbost $19, translates to
about $1. M differences. Wst Texas Q| price per barrel-%$27. 00,
Mont ana price $23.50, difference $3.50 barrel. Expects to go
down-quite severely. Due to cheating in production.

Dan Dodds-DOR- |ike to end the day on a note of optimsm

Vol atile industry. GQl-long tinme dowmward trend, peaked in 1950
in Montana. 2003-2.6%reduction in production. Natural Gas-
2003-slow growm h, with 2000 and 2001 i ncreases. NWPPC- power
plants built, to be built etc. Source for plants-natural gas. 83%
construction. GO and gas taxes-cautious.

EXHI Bl T(t ah- 4b02)

EXHI Bl T(t ah-4b03)

Vote: Mbdtion AMENDMVENT- LI NE 16- CHANGE NUMBER TO $13. 819M carri ed
10-8 with Carney, Cyr, Erickson, Forrester, Laslovich, Schm dt,
Waddi I |, and Wanzenried voting no. Branae and Sonerville absent.

{Tape : 4; Side : A, Approx. Time Counter : 0 - 417}
Rep. Story-inquires regardi ng any ot her revenue requests. None

Rep. Wanzenreid requests that the nunber of the ending fund

bal ance recently conpiled be included in HIR-1. Line 6, page 1-

t he nunber there is fromthe June 30, 2000. Proposal is to

i nsert the new nunmber $84, 105.211.00M M. Johnson -LFD-In terns
of the ending fund bal ance information, normal process is to
report the nost recent nunber fromthe fiscal year. Oficial
endi ng fund bal ance. The unaudited nunber from 2002.

{Tape : 4; Side : A, Approx. Tinme Counter : 417 - 514}
{Tape : 4; Side : B; Approx. Tinme Counter : 0}

They woul d be able to prepare a general fund status sheet-

$84, 105, 211M Rep. Story- how does that relate to all the
"whereas" on the let page. M. Johnson -included in the
"whereas" is actual nunber that you would use during the process.
Rep. Story-we already have nunbers in there, by putting this in
there, would it change those nunbers. M. Johnson -no. Jeff
Martin, staffer-suggests an "open"” anmendnent, whether in the
"whereas" or "resolve" section. Rep. Balyeat to M. Johnson -we
do not have the nunber yet, that is why it is not in there.
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Unaudi t ed nunber may set us up? Can the nunber change during
course of audit. M. Johnson -definitely yes. Rep. Balyeat to
M. Johnson -by end of the session, don't we have a pretty solid
nunber? M. Johnson -regardl ess of whether you put in this
nunber, there is an assunption of what we ended 2002 with. Rep.
Wanzenr ei d-where woul d the anmendnment would go? M. Martin -in
the past the reference to the ending fund balance is contained in
the "resolve" part of the resolution. Rep. Wanzenreid- yes |
woul d |'i ke the nunber inserted. Kurt N chols -Budget Ofice-we
haven't even seen this nunber yet. It would be hel pful to see
this nunber first. W haven't even received a nunber yet. W

wi || have the nunber by the end of August. Rep. Balyeat in

previ ous years we have put in a nunber and had to revise it, is
there any harmin inserting the nunber? M. N chols, usually we
have the nunber by August. Rep. Wanzenrei d-$6-7M difference, not
getting any closer. This nunber needs to be in. Rep. Story-how
much can the nunber nove? M. Johnson -|last session, it noved in
the positive direction of $5M Rep. Story to M. Ni chols -what
adj ust rents have been nade? Have they been substantial? M.

Ni chol s, occasionally there have been adjusts nade at the end of
t he cal endar year. Books have remai ned open. Rep. Story to M.
Ni chol s -$84M when done in August or Septenber, if other nunber
effects the bal ance, would get a nunber to us before the session
ends? M. Nichols, we do have a nunber resolved, but it is

audi ted nunmber from 2001. Wen we do have all the revenue and
expenditures , we can have a nunber, pretty sound base. Rep

Bal yeat to Rep. Story-what are the options, if any? Rep. Story-
there are several, best option-let themfinish the nunbers so
both LFD and Budget O fice are confortable with nunber. Rep.
Wanzenrei d-state government spend mllions of dollars on conputer
systens, so nunber shoul d be good.

Vote: Mbdtion AMENDVENT- ADD NUMBER OF $84, 105.211M TO TI TLE OF
HIR- 1 failed 9-9 with Andersen, Bales, Balyeat, Dale, Devlin,
Esp, Jackson, Story, and Waitschies voting nay. Branae and
Sonervill e absent.

Rep. Wanzenreid requests Rep. Waitsches vote not be counted on
nunber insert amendnent. Rep. Story as chairman rul es Rep.
Wai t sches vote be counted on anmendnent. Rep. Wanzenreid

di sagrees, appeals Rep. Story as chairnan

Vot e: Mot i on TO APPEAL CHAI RVAN STORY' S RULI NG REGARDI NG REP
WAI TSCHES VOTE COUNTI NG failed 8-9 with Andersen, Bal es, Bal yeat,
Dal e, Devlin, Esp, Fuchs, Jackson, and Story voting nay. Branae
and Sonerville absent.
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{Tape : 4; Side : B; Approx. Time Counter : 0 - 284}

Rep. Story-noved endi ng fund bal ance be included in resolution.
Rep. Jackson-woul d we have next week? Rep. Story-hopefully by
next week. Both LFD and Budget O fice work on nunbers.

Vote: Mdtion AMENDVENT TO ADD ENDI NG BAL. I N W TH NUMBER FROM
2001 ADDI NG REV. AND SUBTRACT. EXP. carried 10-7 with Carney,
Cyr, Erickson, Forrester, Laslovich, Schm dt, and Wanzenri ed
voting no. Branae, Sonerville and Waitsches absent.

Vote: NMbtion TO ACCEPT LFD S NUMBERS FOR REMAI NIl NG REVENUE
SOURCES carried 18-0.
Branae and Sonerville absent. Voice Vote

Vote: Mdtion DO PASS HIR-1 AS AMENDED carried 10-8 with Carney,
Cyr, Erickson, Forrester, Laslovich, Schm dt, Waddill, and
Wanzenried voting no. Branae and Sonerville absent.

{Tape : 4; Side : B; Approx. Tinme Counter : 284 - 316}

Rep. Story takes care of some housekeepi ng by informng
committee we will hear HB124, HB11,HB17. Also to submt claim
forms.

{Tape : 4; Side : B; Approx. Tinme Counter : 316 - 423}
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ADJ OURNVENT

REP. BOB STORY, Chair

PAM SCHI NDLER, Secretary

020730TAH_H2. wpd



